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LEMON GROVE CITY COUNCIL 
AGENDA ITEM SUMMARY 

Item No. __2 ___ __ 
Mtg. Date __July 17, 2018__  
Dept. __Public Works__ 

Item Title: Participation in the Pension Rate Stabilization Program to Pre-Fund Pension 
Obligations 

Staff Contact: Lydia Romero, City Manager, Mike James, Assistant City Manager/Public Works 
Director, and Molly Brennan, Finance Manager 

Recommendation: 

Adopt a resolution (Attachment B) authorizing participation in the Pension Rate Stabilization 
Program administered by Public Agency Retirement Services to pre-fund pension obligations.   

Item Summary: 

At a City Council workshop on November 8, 2017, Bartel Associates, LLC, presented the actuarial 
valuation of the City’s pension plan with CalPERS.  The presentation outlined the City’s pension 
Unfunded Actuarial Liability (UAL) as of June 30, 2016 that totaled approximately $7.4 million.  The 
presentation also outlined options that the City Council may consider to pre-fund the UAL.   

As directed by the City Council, staff performed an initial analysis (Attachment A), conducted 
interviews with three firms, researched the benefits and drawbacks of participating in a pre-fund 
pension program, and concludes with a recommendation to partner with Public Agency Retirement 
Services (PARS) to support ongoing financing to pre-fund the City’s UAL debt.   

 

Fiscal Impact: 

None.   

Environmental Review: 

 Not subject to review  Negative Declaration 

 Categorical Exemption, Section        Mitigated Negative Declaration 

Public Information: 

 None  Newsletter article  Notice to property owners within 300 ft. 

 Notice published in local newspaper  Neighborhood meeting 

Attachments:

A. Staff Report 

B. Resolution 

C. PARS Private Letter Ruling from IRS  

D. PARS Investment Portfolios 

E. PARS Background Information 
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LEMON GROVE CITY COUNCIL 
STAFF REPORT

Item No.    2 ____  

Mtg. Date    July 17, 2018  

Item Title: Participation in the Pension Rate Stabilization Program to Pre-Fund Pension 
Obligations 

Staff Contact: Lydia Romero, City Manager, Mike James, Assistant City Manager and Molly 
Brennan, Finance Manager 

Background: 

At a City Council workshop on November 14, 2017, Bartel Associates, LLC, presented the 
actuarial valuation of the City’s pension plan with CalPERS.  The presentation outlined the City’s 
pension Unfunded Actuarial Liability (UAL) as of June 30, 2016, which is $2.0 million for the Safety 
Plan and $5.4 million for the Miscellaneous Plans, totaling $7.4 million.  Cost projections for the 
pension plan over a 30-year horizon were also detailed.  These amounts are further compounded 
with the anticipated discount rate reducing during the next three-year period:   

CalPERS Discount Rate 

 Rate Initial Full 

June 30, 2016 Valuation 7.375% FY 2018-19 FY 2022-23 

June 30, 2017 Valuation 7.25% FY 2019-20 FY 2023-24 

June 30, 2018 Valuation 7.00% FY 2020-21 FY 2024-25 

   

A variety of options were discussed, including participating in a Section 115 Trust Program, to 
potentially mitigate the City’s pension cost increases over time.  Subsequently, the City Council 
reviewed the benefits offered by a Section 115 Trust Program to pre-fund pension liabilities.  
Below is a summary of the potential benefits of a Section 115 Trust Program: 

1. Local Control over Assets,  

2. Pension Rate Stabilization,  

3. Investment Flexibility,  

4. Addresses Unfunded Pension Liabilities, and  

5. Improved Credit Rating.  

The City Council directed staff to gather additional information from the three vendors Keenan & 
Associates, Public Agency Retirement Services (PARS), and Public Financial Management 
Group (PFM) discussed in the report provided by Bartel Associates, LLC.  Staff conducted 
interviews with all three vendors, and at the completion of the selection process recommends 
PARS as the best program that will fit the City’s needs at this time.   

 



Attachment A 

-4- 

Discussion:   

A Section 115 irrevocable trust designed for agencies to pre-fund rising pension costs and 
address pension liabilities.  This program is a relatively newer method for local governments in 
California.  As previously mentioned, three vendors were recommended by Bartel Associates, 
LLC for staff to contract to determine what type of program each has.   

To date, the most widely adopted Section 115 Trust Program to pre-fund pension liabilities for 
government agencies has been the plan administered by PARS’s Pension Rate Stabilization 
Program (PRSP).  PARS provides the security of a private letter of ruling (PLR) from the IRS that 
assures participants of the tax-exempt status of their investments.  PARS also allows the flexibility 
of the City’s participation in selecting the investment strategies and portfolios for its funds, giving 
the City control on target yield and level of risks on its investments.  In addition, PARS has 
partnered with U.S. Bank to serve as trustee for this program.   

Although Keenan and PFM are options to provide a Section 115 Trust Program for the City, staff 
is recommending PARS be designated as the City’s Section 115 Trust Program provider at this 
time.  The core business and retirement programs administered by PARS are more appropriate 
to the needs of the City.  PARS offers a successful track record of investment experience serving 
public agencies, flexible investment options with five investment strategies, and the ability to 
diversify and customize investments in a prudent fashion.   

Most importantly, PARS provides full services to administer the City’s Section 115 Trust Program 
with a dedicated Senior Consultant to ensure superior client satisfaction; a Client Services 
Coordinator to monitor contributions, process disbursements and coordinate annual reviews; and 
an Investment Management Team to assist with developing an Investment Policy Statement and 
conduct periodic onsite review of investment performance and market conditions.  

PARS’s Investment Portfolios 

PARS’s PRSP has five investment portfolios:  Capital Appreciation, Balanced, Moderate, 
Moderately Conservative, and Conservative.  Each portfolio has different risk profiles with 
different amounts invested in equities and other instruments.  The investment portfolios range 
from “Capital Appreciation” with 72 percent of funds invested in equities to “Conservative” with 15 
percent of funds invested in equities.  It is important to note that as the amount of equities 
increases, risk and volatility increases.  In contrast, as the amount of equities decreases, risk and 
volatility decreases.   

Approximately 31 percent of public agencies participating in the PARS’s PRSP have selected the 
“Moderately Conservative” portfolio which is the second most conservative portfolio with 30 
percent of funds invested in equities.  Returns as of March 2018 in the “Moderately Conservative” 
portfolio were as follows:  

 1-Year Returns    5.73% 

 3-Year Returns    3.83% 

 5-Year Returns    4.47% 

Through the deposit of funds into the PRSP, the City could expect to earn a rate of return greater 
than what would be attained through the City’s investment with the State’s Local Agency 
Investment Fund. The higher return is made possible because the Section 115 Trust Program is 
not prohibited by the State law from making purchases of higher yield equities.   
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The table below compares investment returns from:  

1. PARS/HighMark Capital Management,  

2. Local Agency Investment Fund, and  

3. San Diego County Investment Pool.  

PARS/HighMark Capital Management Returns as of  3/31/2018 

Risk Tolerance 
Portfolios 

% Equity 1-Year Returns 3-Year Returns 5-Year Returns 

Capital 
Appreciation 

65-85%  11.28%  7.18%  8.77% 

Balanced 50-70%  9.98%  6.11%  7.22% 

Moderate 40-60%  8.34%  5.37%  6.28% 

Moderately 
Conservative 

20-40%  5.73%  3.83%  4.47% 

Conservative 5-20%  3.69%  2.72% 3.71% 

 

Local Agency Investment Fund (LAIF), State of California 

 2017 2016 2015 

1-Year Earning Rates ending 
December 31st  

0.754% 0.434% 0.269% 

 

San Diego County Investment Pool 

 2017 2016 2015 

1-Year Earning Rates ending 
December 31st  

1.29% 0.85% 0.588% 

Fiscal Impact 

Establishing the PRSP to pre-fund Pension liabilities has no direct fiscal impact.  Funding the 
Trust will restrict the use of funds that are transferred to the irrevocable trust account.  Based on 
estimates for year-end closing results of Fiscal Year 2017-2018, there is no excess revenue for 
transfer to the Section 115 Trust Program to pre-fund Pension obligations.  Future contributions 
to the Section 115 Trust Program will depend on the year-end closing results in subsequent fiscal 
years and any one-time monies that the City Council would like to allocate to the PRSP.  Other 
sample funding policies that PRSP participants used include:   
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 Contribute 50 percent of a given year’s realized year end surplus to address pension 

liability,  

 Contribute amount equal to or less than the annual PERS employer contribution in order 

to allow full access to trust assets at all times,  

 “One equals five plan” – contribute $1 million per year for five years based on the premise 

that every contribution will save taxpayers $5 million over 25 years,  

 Contribute employer contribution amount equal to the 2.8 percent discount rate (as 

opposed to the 7.5% rate), with difference going into the Section 115 Trust,  

 Maintains a 15 percent general fund reserve and is targeting to make contributions over 

and above that threshold into the Trust, or  

 Use one time revenue source and lower the minimum general fund reserve level.   

Total combined administrative, trustee and investment management fees for PARS, U.S. Bank 
and HighMark Capital Management start at 0.60% for assets under $5 million and will decrease 
as assets in the Trust increase.  The fees will be paid from the Trust assets.   

Alternatives:   

As two alternatives to staff recommendation, the City Council may direct staff to contact and 
negotiate an agreement with one of the other two firms recommended by Bartel Associates, LLC 
or to not participate in the 115 Trust Program at this time.   

Conclusion: 

Staff recommends that the City Council adopts a resolution (Attachment B) authorizing 
participation in the Pension Rate Stabilization Program administered by Public Agency Retirement 
Services to pre-fund pension obligations.   
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RESOLUTION NO. 2018 - 

RESOLUTION OF THE CITY COUNCIL OF THE CITY OF LEMON GROVE, CALIFORNIA 
AUTHORIZING PARTICIPATION IN THE PENSION RATE STABILIZATION PROGRAM 

ADMINISTERED BY PUBLIC AGENCY RETIREMENTS SERVICES TO PRE-FUND PENSION 
OBLIGATIONS 

 

 

WHEREAS, the City of Lemon Grove participates in a pension plan with CalPERS; and 

WHEREAS, as of June 30, 2016, the unfunded actuarial liability (UAL) for the City totaled 
$7.4 million; and 

WHEREAS, the costs related to the UAL are anticipated to increase in the next three year 
period; and 

WHEREAS, a Section 115 Trust program will help pre-fund the City’s rising pension costs 
and address pension liabilities; and  

WHEREAS, staff interviewed three possible firms that provide Section 115 Trust programs 
and concluded that the Pensions Rate Stabilization Program (PRSP) managed by Public Agency 
Retirement Services (PARS) is the best fit for the city to utilize; and 

WHEREAS, various funding methods may be used to supplement PARS’s PRSP program 
with the City; and  

WHEREAS, each fiscal year the City Council will review its funding method to determine 
if it is the most appropriate method based on the City’s fiscal status.   

NOW, THEREFORE, BE IT RESOLVED that the City Council of the City of Lemon Grove, 
California hereby: 

1. Authorizes the City’s participation in the  PARS Post-Employment Benefits Trust 

administered by public agency retirement services to pre-fund pension obligations; 

and  

2. Appoints the City Manager or her designee as Plan Administrator to manage and 

execute all required documentation.   

/ / / / / 
/ / / / / 
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Public Agency Retirement Services 

Founded in 1984 

Headquarters Newport Beach 

Office Locations in California Newport Beach – PARS 

San Francisco – HighMark 

Core Business Administration of 115 Trust for 
prefunding OPEB/Pension 

Programs Section 115 Trust for Pensions & 
OPEB, supplemental defined benefits 
programs, alternate retirements 
systems for part-time employees, 
customized defined contribution 
programs to supplement CalPERS 

IRS Private Letter Ruling Yes; multiple employer 

Investment Manager HighMark Capital Management 

Trustee US Bank (Los Angeles) 

Plans Under Administration 1,400+ plans for 800+ public agencies 
only 

Section 115 Pension & OPEB Trust 
Clients 

250+, including 147 for pension 
prefunding (such as Coronado, 
Imperial County, La Mesa, Lemon 
Grove School District, National City, 
and Solana Beach) 

Annual Fees for Assets under $5 
million 

Approx. $26,500 

Investment Assets Under 
Administration 

Approx. $2.8 billion (PARS) 

Approx. $14 billion (HighMark) 

Investment Options 5 risk tolerance levels (active or 
passive), and custom option 

Minimums No minimum contribution, fee, start up 
fees, or trade/transactions fees;  

 


